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ABSTRACT	  
	  To	  counteract	  the	  ability	  of	  a	  nonprofit’s	  chief	  executive	  officer	  to	  control	  information	  reaching	  the	  board	  of	  directors,	  we	  recommend	  that	  a	  nonprofit	  board	  consider	  requiring	  leaders	  of	  the	  organization’s	  various	  functions	  to	  provide	  operational	  reports	  directly	  to	  the	  board	  on	  at	  least	  an	  annual	  basis.	  Additionally,	  we	  recommend	  that	  a	  board	  discuss	  these	  reports	  directly	  with	  management	  members,	  preferably	  without	  the	  participation	  of	  the	  CEO.	  Implementing	  such	  a	  protocol	  should	  strengthen	  the	  board’s	  ability	  to	  make	  decisions	  based	  on	  information	  from	  sources	  in	  addition	  to	  that	  of	  the	  CEO,	  improve	  the	  directors’	  ability	  to	  independently	  evaluate	  members	  of	  the	  management	  team,	  and	  increase	  the	  directors’	  understanding	  of	  the	  nonprofit’s	  activities	  and	  performance.	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COUNTERBALANCING	  THE	  CONTROL	  OF	  INFORMATION	  BY	  CHIEF	  EXECUTIVES	  




“[directors	  should]	  require	  management	  to	  provide	  them	  with	  information	  that	  is:	  (i)	  timely	  and	  relevant,	  (ii)	  concise	  and	  accurate,	  (iii)	  well	  organized,	  (iv)	  supported	  by	  any	  background	  or	  historical	  data	  necessary	  to	  place	  the	  information	  in	  context,	  and	  (v)	  designed	  to	  inform	  directors	  of	  material	  aspects	  of	  the	  corporation's	  business,	  performance,	  and	  prospects.”	  	   For	  information	  to	  be	  useful	  to	  nonprofit	  directors,	  it	  needs	  to	  be	  provided	  in	  a	  timely	  manner	  in	  advance	  of	  meetings,	  so	  as	  to	  provide	  directors	  with	  sufficient	  time	  to	  study	  the	  materials	  and	  to	  develop	  meaningful	  questions	  that	  can	  be	  then	  be	  discussed	  among	  themselves,	  and	  with	  management,	  at	  board	  meetings.	  	  Management	  should	  expect	  that	  directors	  will	  inevitably	  have	  questions	  based	  on	  the	  materials	  they	  are	  provided.	  To	  this	  end,	  meeting	  agendas	  should	  explicitly	  allow	  time	  at	  board	  meetings	  for	  directors	  to	  explore	  issues	  with	  management.	  	   The	  meeting	  agenda	  for	  nonprofits	  should	  be	  set	  by	  the	  board	  itself,	  not	  by	  management	  or	  the	  nonprofit’s	  chief	  executive.	  	  Nonprofit	  directors	  should	  also	  ensure	  that	  agendas	  for	  board	  meetings	  include	  appropriate	  topics	  and	  sufficient	  time	  to	  educate	  themselves	  about	  the	  material	  aspects	  of	  the	  nonprofit’s	  operations,	  strategic	  issues,	  and	  performance	  metrics.	  	  	  	  
REQUIRING	  ANNUAL	  TOP	  MANAGEMENT	  TEAM	  (TMT)	  REPORTS	  








should	  also	  include	  a	  description	  of	  the	  TMT	  member’s	  plans	  to	  address	  current	  and	  prospective	  challenges	  facing	  that	  area	  of	  the	  nonprofit’s	  activities.	  	  	  	   	  	  	  Also,	  TMT	  reports	  should	  be	  reviewed	  by	  the	  nonprofit’s	  external	  auditors	  as	  part	  of	  any	  regular	  audit	  process.	  	  The	  TMT	  and	  the	  auditors	  should	  review	  the	  TMT	  reports	  before	  they	  are	  submitted	  to	  the	  board	  in	  order	  to	  discuss	  and	  resolve	  any	  inconsistencies	  they	  may	  have	  with	  respect	  to	  the	  description	  of	  the	  activities	  and	  results	  in	  the	  TMT	  reports.	  	  The	  board	  would	  then	  review	  the	  submitted	  reports	  with	  the	  TMT	  members	  as	  part	  of	  the	  annual	  review	  of	  the	  990	  filings	  (we	  discuss	  this	  issue	  in	  more	  detail	  later).	  	  	  
LOGIC	  FOR	  REQUIRING	  TMT	  REPORTS	  




and	  the	  TMT	  as	  a	  whole	  regarding	  substantive	  matters	  will	  counteract	  the	  tendency	  of	  some	  CEOs	  to	  shape	  the	  content,	  characterization	  or	  expression	  of	  information	  relayed	  to	  the	  board	  by	  the	  TMT	  “either	  as	  a	  matter	  of	  management	  style	  or	  due	  to	  deep-­‐seated	  doubts	  about	  the	  board’s	  ability	  to	  make	  sound	  decisions”	  (Chait	  and	  Taylor	  1989,	  p.	  54).	  	  An	  open	  and	  thorough	  approach	  to	  transmitting	  information	  from	  management	  to	  the	  nonprofit	  board	  would	  also	  have	  the	  effect	  of	  better	  educating	  volunteer	  directors	  as	  well	  as	  leading	  to	  more	  informed	  decisions	  by	  those	  directors.	  	  	  	  








programs	  provided	  and	  to	  provide	  overall	  strategic	  and	  policy	  leadership	  of	  the	  organization	  and	  to	  make	  informed	  decisions?	  	  	  
EFFECTIVELY	  IMPLEMENTING	  TMT	  REPORTS	  




interpersonal	  conflict.	  	  Balancing	  these	  contending	  forces	  will	  help	  the	  organization	  to	  effectively	  process	  information	  while	  limiting	  potential	  conflicts	  among	  individuals.	  Moreover,	  in	  all	  probability,	  this	  approach	  would	  fundamentally	  alter	  the	  relationship	  of	  the	  board	  to	  the	  CEO	  and	  TMT.	  	  The	  CEO	  of	  a	  nonprofit	  where	  the	  board	  requires	  officer	  reports	  would	  need	  to	  display	  maturity	  and	  trust	  that	  the	  board	  will	  not	  overstep	  its	  oversight	  responsibility	  and	  engage	  in	  activities	  that	  are	  the	  proper	  purview	  of	  the	  CEO.	  	  The	  CEO	  would	  also	  need	  to	  trust	  that	  the	  TMT	  members	  would	  not	  use	  the	  annual	  report	  and	  meeting	  with	  directors	  as	  an	  opportunity	  to	  attempt	  to	  undermine	  the	  CEO’s	  position	  or	  distort	  his	  or	  her	  views	  or	  actions.	  	  Expanding	  the	  direct	  interaction	  between	  directors	  and	  executive	  officers	  through	  officer	  reports	  and	  meeting	  formats	  that	  include	  portions	  of	  the	  meetings	  without	  the	  CEO	  present	  will	  benefit	  the	  organization	  if	  the	  director	  and	  officer	  positions	  are	  occupied	  by	  confident,	  mature,	  thoughtful,	  and	  emotionally	  stable	  individuals	  who	  are	  comfortable	  in	  a	  working	  environment	  based	  on	  a	  team	  management	  approach	  as	  opposed	  to	  the	  traditional	  CEO-­‐dominated	  approach.	  	  While	  there	  is	  real	  potential	  for	  problems	  to	  arise	  out	  of	  the	  disruption	  in	  the	  traditional	  CEO	  controlled	  relationships,	  this	  risk	  should	  be	  outweighed	  by	  a	  more	  focused	  board	  where	  directors	  have	  access	  to	  a	  broader	  source	  of	  information	  regarding	  the	  operations	  of	  the	  nonprofit	  and	  its	  financial	  condition	  and	  can	  gain	  the	  perspective	  of	  all	  of	  the	  members	  of	  the	  TMT.	  	  To	  the	  extent,	  then,	  that	  the	  board	  and	  TMT	  (including	  the	  CEO)	  can	  move	  beyond	  traditional,	  authoritarian	  relationships,	  TMT	  reports	  will	  help	  to	  develop	  the	  nonprofit	  into	  a	  “learning	  organization”	  (Senge	  1990).	  	  	  
REQUIRING	  NONPROFIT	  DIRECTORS	  TO	  MAKE	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In	  addition,	  the	  importance	  of	  the	  	  TMT	  reports	  in	  usefully	  informing	  director	  could	  be	  reinforced	  	  by	  having	  nonprofit	  directors	  sign	  a	  certification	  along	  the	  lines	  of	  the	  following	  and	  having	  the	  certificate	  be	  	  part	  of	  the	  board	  records:	  “I	  have	  received,	  read,	  and	  understand	  the	  TMT	  reports	  for	  this	  year.	  	  I	  have	  asked	  members	  of	  management	  all	  of	  the	  questions	  I	  deem	  necessary	  to	  understand	  and	  use	  these	  reports	  in	  my	  duties	  as	  a	  director	  of	  this	  organization,	  and	  have	  received	  answers	  to	  these	  questions	  from	  management	  that	  are	  satisfactory	  to	  me.“	  	  	  Such	  required	  certification,	  together	  with	  the	  team	  approach	  of	  a	  learning	  organization,	  will	  encourage	  thorough	  consideration	  of	  important	  information.	  	  In	  particular,	  required	  certification	  is	  likely	  to	  increase	  efforts	  by	  directors	  to	  actually	  use	  their	  knowledge	  and	  skills	  to	  advise	  and	  oversee	  the	  management	  of	  the	  organization	  (Forbes	  and	  Milliken	  1999).	  	  There	  will	  be	  explicit	  focus	  on	  the	  information	  in	  the	  reports	  and	  the	  duties	  of	  directors	  to	  ask	  questions	  based	  on	  that	  information.	  	  The	  directors	  can	  then	  pursue	  areas	  that	  they	  are	  unclear	  about,	  need	  further	  information	  on,	  or	  need	  further	  training	  to	  better	  understand	  the	  issues	  at	  hand.	  	  This,	  in	  turn,	  may	  help	  to	  keep	  directors	  of	  nonprofit	  boards	  engaged	  in	  high-­‐value	  activities.	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members	  of	  the	  TMT.	  	  However,	  the	  traditional	  CEO-­‐controlled	  approach	  to	  information	  flowing	  to	  directors	  can	  lead	  to	  inherent	  informational	  distortions	  or	  gaps,	  unintended	  or	  deliberate,	  that	  may	  arise	  out	  of	  the	  CEO’s	  perspective	  and	  ability	  to	  control.	  	  Boards	  should	  avail	  themselves	  of	  the	  insights	  of	  other	  TMT	  individuals	  to	  balance	  the	  CEO-­‐dominated	  view	  that	  directors	  will	  naturally	  receive	  throughout	  the	  year	  during	  meeting	  presentations	  and	  through	  periodic	  mailings.	  	  Receiving	  information	  from	  all	  the	  members	  of	  the	  TMT	  will	  naturally	  lessen	  the	  dependence	  on	  the	  CEO	  that	  boards	  often	  develop.	  	  This	  could	  dramatically	  improve	  information	  flow	  to	  directors	  who	  then	  would	  have	  a	  much	  richer	  understanding	  of	  the	  organization	  for	  which	  they	  have	  ultimate	  responsibility.	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